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Economic Conference of Organization of American States 


Address by Per Jacobsson, Managing Director of the Fund 


Mr. Per Jacobsson, Managing Director of the Inter- 
national Monetary Fund, when addressing the Conference 
of the Organization of American States in Buenos Aires 
on August 20, reviewed the activities of the Fund during 
its last financial year, May 1, 1956-April 30, 1957. Busi- 
ness transacted in that year considerably exceeded the 
total of transactions in the ten previous years of the 
Fund’s existence. Sales of currency by the Fund to its 
members were equivalent to US$1,114 million; in addi- 
tion, the stand-by arrangements concluded or extended 
during the year totaled $1,212 million, of which $970 
million had not been utilized on April 30. By that date, 
the total transactions of the Fund in the form of pur- 
chases by its members and stand-by arrangements which 
had not been utilized came to $3,319 million; and since 
then there have been further important transactions, 
which have raised the total figure to the equivalent of 
$3.5 billion. 

Mr. Jacobsson emphasized, however, that the Fund’s 
usefulness must not be judged primarily by its volume 
of business. Under the Articles of Agreement, to which 
61 countries have now subscribed, the Fund is con- 
cerned with such important matters as approval of par 
values and alterations in its members’ exchange systems. 
With countries that maintain exchange controls, yearly 
consultations are held which give valuable opportunities 
for facilitating the general attainment of the Fund’s ob- 
jectives. In addition, the Fund is increasingly asked to 
appoint experts and to send missions to give technical 
assistance to member countries and, in some instances, 
to countries which have not yet become members of the 
Fund. 

The four main reasons for the use of the Fund’s re- 
sources in the past fiscal year were the emergency needs 
that arose in connection with the Suez crisis; balance 
of payments difficulties resulting from excessive domestic 
expenditure for consumption and investment purposes; 
temporary exchange difficulties caused by seasonal bal- 
ance of payments deficits; and assistance for the support 
of stabilization programs. 

As far as emergency needs are concerned, the most 
notable transaction during the year was the assistance 
given to the United Kingdom in December 1956 in the 
form of a drawing of $561 million and a stand-by 


arrangement for $739 million (none of which has in fact 
been drawn). Although the British economy was basically 
sound, with a surplus in the current account of the balance 
of payments, there arose at the time of the Suez crisis 
a fear that the U.K. position would be seriously impaired 
not only because of the decline in oil supplies but also 
for more general economic and political reasons. To 
safeguard the value of sterling was in the general interest, 
since fully half of the world’s current transactions are 
settled in the: currency. It was obviously important to 
arrest a los, of U.K. reserves as effectively and speedily 
as possible; consequently, assistance was given on a 
substantial scale within a very short time after the request 
had been made. That such an important question could 
be dealt with so expeditiously was due partly to the fact 
that very detailed information about the British position 
had been made available and partly to the fortunate 
circumstance that, during the many lean years when the 
business activity of the Fund had been at a low ebb, 
appropriate methods for the granting of assistance 
(through drawings and stand-by arrangements) had been 
worked out which, when the practical test came, proved 
fully applicable to the case of the United Kingdom. 

Mr. Jacobsson summarized briefly the methods that 
the Fund employs. The quota for each member country 
can be divided into four tranches. Requests for drawings 
within the first tranche, the so-called “gold tranche,” are 
approved almost automatically, i.e., unless there are over- 
whelmingly strong reasons to the contrary. Requests for 
drawings within the next 25 per cent (the so-called “first 
credit tranche”) are treated liberally; but even so, they 
are approved only if the country in question can show 
that it is making reasonable efforts to solve its problems. 
For drawings beyond this tranche—i.e., normally beyond 
the first 50 per cent of the quota—substantial justifica- 
tion is required; foremost among the justifications fore- 
seen are transactions in support of the establishment or 
maintenance of convertibility. At the time when these 
principles were set out and recorded in the Fund’s 
Annual Report for 1955, convertibility seemed to be a 
more immediate possibility than it appears at present; 
still the Fund would expect any drawings beyond the first 
credit tranche to be intended to support well-balanced 
programs which are aimed at establishing and maintain- 
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ing enduring stability of the currencies concerned at 
realistic rates of exchange, ‘.e., programs which could 
reasonably be regarded as establishing the conditions 
for substantial progress toward convertibility. 


When Fund assistance was granted to the United 
Kingdom, that Government had already made it clear 
through statements in Parliament and through representa- 
tions to the Fund that it intended 'to avoid the reimposition 
of external controls and to follow fiscal, credit, and 
other policies designed to strengthen the British economy, 
both internally and externally. While the country’s re- 


serve position may not have improved to the extent that 
had been hoped for, the Government has found it pos- 
sible to extend the liberalization of its dollar imports, 
and the spread between the rates for official and trans- 
ferable sterling is narrower than it Was a year ago. 


Of the countries which have experienced an increasing 
strain in their balances of payments, Fund assistance has 
been granted over the last year to Argentina, Denmark, 
France, India, and Japan. The circumstances under which 
the strain developed varied considerably, but it was gen- 
erally the case that the volume of expenditure for con- 
sumption or investment, or both, had to be reduced, or 
at least that further expansion had to cease for the time 
being. Whenever assistance of any consequence is 
granted by the Fund, it has become the practice that the 
main lines of policy of the country receiving the assist- 
ance are set down as part of the preamble to a stand-by 
agreement or as a declaration of intent on behalf of 
the Government of the member concerned in the case of a 
drawing. Thus an indication is given of the broad features 
of the program that the country intends to put into 
effect to overcome its difficulties. Drawings on the Fund 
have to be repaid within three to five years; therefore, 
it is most important that a country, when it obtains as- 
sistance from the Fund, should make the best use it can, 
through proper reforms, of “the borrowed time” made 
available to it by that assistance. 

The granting of assistance of a more temporary nature 
—designed, for instance, to provide seasonal needs—has 
not usually raised grave questions of fiscal and credit 
policies. Seasonal assistance from the Fund has recently 
been received by Cuba, El Salvador, Honduras, and 
Nicaragua. These countries are largely dependent on 
one major export crop, and special needs may arise 
before the export crop is sold, When seasonal assistance 
has been granted, arrangements have usually been made 
for repayments to the Fund as soon as the inflow of 
export proceeds has again strengthened the exchange 
position, i.e., usually within a period of six to twelve 
months. Although the sums involved in these transactions 
have generally been small in absolute amounts, they have 
often been substantial in relation to the quotas of the 
members concerned; and they do illustrate the capacity 
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of the Fund to adapt its procedures to ‘meet the — 
varying requirements of its members. 

Fund assistance for the backing of stabilization pro- 
grams has, so far, been confined ‘to Latin’ Américati 
countries, namely, Bolivia, Chile, ‘Colombia, Paraguay, 
and Peru. While there are marked differences between 
the programs initiated and the conditions obtaining ‘in 
these various countries, ‘there are ‘also’ some common 
characteristics. One of the main reasons” for adopting 
a stabilization program has been that a country: wishes 
to extricate itself from a complex system of multiple 
exchange practices. As a temporary measure, it adopts 
a fluctuating exchange rate at which the bulk of its 
foreign transactions has to be settled. It is sometimes 
thought that the adoption of a fluctuating exchange rate 
may be a way for a country to avoid,taking the internal 
measures needéd to restore internal and external balance 
to its economy. It should, therefore, be explained that 
an important and integral part of the programs adopted 
by the five Latin American countries mentioned has 
been to introduce quite far-reaching measures for a fiscal 
and monetary reform. An interesting feature of the 
arrangement of assistance to these countries is that aid 
granted by the Fund has been combined with credits 
from other sources, including, as a rule, the U.S. Treas- 
ury, banks in the United States, and, in one case, the 
Export-Import Bank of Washington. 

It is still too early to determine the extent to which 
the stabilization programs adopted by these countries 
will prove successful. Difficulties of an economic or 
political character have sometimes arisen, and continued 
consultations have taken place. But one thing is certain: 
in these as in other countries the general public is in- 
creasingly demanding a stable and. reliable currency, 
being tired of the continuous inflationary rise in prices 
which often goes with a depreciation of the national 
currency on the foreign exchange markets. 

Mr. Jacobsson recalled that in 1954 Mexico turned 
to the Fund for advice and assistance, in ¢orinection with 
a stabilization program. It obtained a drawing . of 
US$22.5 million, which provided temporary support to 
its monetary reserves, and thus helped in maintenance 
of the full convertibility of the peso. Balance in the 
Mexican economy was soon restored, and the assistance 
from the Fund was repaid within two years. 

Economic and financial situation 

Following his review of Fund activities, Mr. Jacobsson 
discussed briefly the general economic and financial situ- 
ation. He pointed out that the present boom is charac- 
terized, most of all, by a high level of private business 
investment which, in most countries, surpasses all ‘pre- 
vious records. To this must be added outlays under 
development schemes inaugurated by a number of gov- 
ernments. A high level of ‘total investment’ would be 
satisfactory if it could be financed by genuine savings, 
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for,,in that case, the increased demand for. .investment 
goods would be counterbalanced, by less demand for 
other goods and services and, therefore, no. inflation 
would. occur, While, in a. number of countries, savings 
have been rising, the. requirements for financing the 
investments, have tended to outrun the flow of current 
savings. In. such a situation, if the ordinary means of 
investment financing {through the ploughing back of 
profits, market issues, etc.) are proving insufficient, pri- 
vate firms.and governments. alike are, tempted to turn 
to the commercial banks for. increased credits, short-term 
as well as long-term. 

Commercial: banks can usually safely increase their 
volume of credit to some extent each year, but if certain 
limits are exceeded—and especially if the central bank 
comes to their support—there is the risk that, by the 
eredit extended, a volume of demand will be generated 
which cannot be met by the current supply of goods and 
services. The increase in demand is almost bound to lead 
to a deterioration in the balance of payments combined 
with a rise in:prices. It is true that for a time a kind of 
“forced savings” may be generated through the creation 
of credit and may permit an increased volume of invest- 
ment. But that will be the case only while the public 
is willing to hold.a more or less normal amount of cash 
in the form. of notes, and while wage movements con- 
tinue to lag behind the rise in prices. Once people 
demand increased wages and hasten to expand purchases, 
not only will the forced savings disappear, but the normal 
flow of voluntary savings will also be diminished. Since 
economic progress cannot be sustained: without savings, 
there is then nothing left but to take the necessary steps 
for a stabilization of the domestic currency. 

Mr. Jacobsson ‘stated that he did not agree with those 
who maintained that ‘essential development cannot be 
achieved without some degree of forced savings through 
inflation. On the contrary, his belief is that a sound 
currency firmly based’ will lead to a great increase in 
savings; and'thus to an’even higher level of investment 
than if the currency remains unstable, thus undermining 
confidence. 

One of the many lessons that have been learned in 
the postwar years is that credit creation can be no sub- 
stitute for savings. The recént increases in discount 
rates—in Belgium, France, the Netherlands, Sweden, 
Switzerland, and the United States—are evidence of these 
countries’ readiness to take even unpopular action | when 
the market conditions call for stiffer credit conditions. 
The increased cost. of. credit is not so, important as the 
fact that higher rates make: jit easier to ‘curtail. the total 
supply. of credit; it isthe availability. more ‘than, the price 
that counts. 

The, rising. interest rates, combined. with the present 
strain on the capital markets, are, of course, not popular. 
But when in.a country, more funds are demanded for, 
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say, housing, these demands must be offset, under present 
conditions, by a contraction in. the amounts allotted to 
other sectors. Internationally, too, the shortage of capital 
gives rise to difficulties, since the intensity of the boom 
has led to such a strain on the available savings that even 
the normal capital exporting countries. have now. little 
to spare for export. Naturally, every economy is anxious 
to provide in the first place for its own requirements, 
but it seems fair to demand that a creditor country should 
reserve a certain proportion of its funds for investment 
abroad, even when such investment may have to be car- 
ried out largely through official channels. But debtors, 
likewise, have their responsibility; if they wish to count 
on receiving funds from abroad, they will surely have to 
pay increased attention to their own creditworthiness. In 
the management of their own affairs, they, anit inevitably 
have to take account of the change which, n the present 
boom, has occurred in the world’s capil markets; in 
countries all over the world, the responsible authorities 
will be faced with the task of having to adjust their own 
investment policies to the altered conditions of foreign 
financing. It will generally not be politically easy to 
do so, but the countries which put their houses in order 
may expect to reap before long the benefits of their good 
judgment and determined action. 

Statistics on international trade show that by 1956 
the volume of world trade had reached a figure 70 per 
cent above the 1937-38 level; and there are indications 
that the, upward tendency will continue. If this ex- 
pectation is realized, individual countries should be able 
to sell their products on the world markets without great 
difficulty; and with more goods moving, prices should be 
quoted at remunerative levels. It is not through autarky, 
but through an expansion of world trade, that the proper 
solution to present problems is to. be found. 

Latin American countries have a considerable role to 
play in this whole development. These countries used to 
be important in the triangular, trade between North 
America and Europe; and now again, it is a question 
of fitting into a smoothly working system of diverse 
trade currents. Although the old pattern will probably 
not be repeated exactly, it is still in the interest of the 
Latin American countries to be able to buy and sell freely 
in the markets that offer them the greatest advantages. 

Such arrangements as the Hague and Paris Clubs 
are undoubtedly useful devices for meeting a part of the 
present needs, but not all countries participate and ‘there 
are other shortcomings; the goal must be to ‘establish 
a multilateral system of convertible currencies. One of 
the’ main tasks of the International Monetary Fund is 
to aid in the realization of such a system. Although the 
realization of monetary stability will not solve all’ prob- 
lems, it will have a: harmonizing influence: throughout 
the world and provide the individual countries with a 
surer basis for further progress. 
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IBRD Loan in Thailand 


The World Bank approved on August 21 a loan in va- 
rious currencies equivalent to US$66 million, to assist 
in carrying out the first stage of the Bhumiphol multi- 
purpose project in Thailand. The signing of the loan 
will take place after the enactment by the National 
Assembly of Thailand of satisfactory legislation estab- 
lishing the new Bhumiphol Electricity Authority, which 
would be the borrower. This project is the largest yet 
undertaken in Thailand and includes the first steps toward 
the installation of an interconnected electric power sys- 
tem, with sufficient capacity to meet a large part of 
Thailand’s estimated needs for a number of years ahead. 
It will also make possible the control of floods, which at 
present cause heavy damage; and it will provide addi- 
tional irrigation water for more than two million acres, 
which will make it possible to increase agricultural 
production by amounts valued at about $15 million a year. 

The Bhumiphol Electricity Authority is an independent 
agency being established to operate the project and all 
major power-generating plants and transmission systems 
in the central part of Thailand. The Bank’s approval 
assures the Kingdom of Thailand that external finance 
will be forthcoming to supplement local capital in carrying 
out the project. The first stage of the project includes 
the construction of a 500 feet high arch dam across the 
Ping River, and the installation of two generating units 
with a total capacity of 140,000 kilowatts in a new power- 
house below the dam. The estimated cost of the 
project is the equivalent of US$100 million, of which the 
Bank loan would provide the foreign exchange required. 
The loan would be for 25 years, the rate of interest to 
be determined at the time of signature. Amortization 
would begin on October 15, 1963 and would be calculated 
to retire the loan on October 15, 1982. The loan is to be 
guaranteed by the Kingdom of Thailand. The Bank has 
previously made five loans to Thailand, totaling $40.8 
million. 

Source: International Bank for Reconstruction and De- 
velopment, Press Release, Washington, D. C., 
August 21, 1957. 


Europe 


EPU Settlements for July 1957 


The settlement operations of the European Payments 
Union for July 1957 covered a total of net surpluses or 
deficits of 248.7 million units of account, compared with 
net surpluses of 171.6 million units and net deficits of 
160.9 million units in June (the difference between total 
surpluses and total deficits representing the amount of 
interest paid to or by the Union and 10 million units paid 
to Belgium in final settlement of a special credit granted 
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to the Union) ; for May, the total of net surpluses or de- 
ficits was 155.5 million units (1 unit of account = US$1). 
The net surpluses or deficits of the EPU member coun- 
tries for May, June, and July 1957 are shown in the 
accompanying table. Creditor countries are presented 
in descending order and debtor countries in ascending 
order. of their respective cumulative creditor or debtor 
positions vis-a-vis the EPU after completion of operations 
for July. 

The table shows that the surplus of the Federal Re- 
public of Germany, and the deficit of France and of the 
United Kingdom, increased considerably in July. The 
surpluses of Italy and Sweden also were larger than in 
June, while Belgium-Luxembourg and Norway, which 
had small surpluses in June, incurred deficits in July. 


Net Surpluses (+) or Deficits (—) in EPU 
(In millions of units of account) 


May June 
1957 1957 
Creditor Countries 
Germany, Fed. Rep. —__. + 138.6 
Belgium-Luxembourg —11.6 
Netherlands 
Switzerland ___. co we 
Sweden 
Austria 


+ 134.6 
+5.1 
-10.5 
+6.8 
+4.6 

+14.5 


Debtor Countries 
a / -0.8 
AN RE IR, « BES bi -0.1 
En cccssececsaentaeeenonntnnss : -7.5 
ee et es Se. ee +0.4 
-2.6 
-4.3 
+5.6 
—28.6 
-106.6 


-20.9 
-78.9 


United Kingdom — 

EE arcs Sees aeuene 

Source: Organization for European Economic Coopera- 
tion, Press Release, Paris, France, August 15, 
1957. 


Annual Report of the Bank of France 


The Annual Report of the Bank of France, reviewing 
economic developments in France in 1956, states that 
private consumption and investment rose to record levels 
and that the increase in the Government’s use of re- 
sources exceeded the increase in production. Although 
agricultural output was affected by late winter frosts, 
the losses were not as great as had been feared. Indus- 
trial production showed a further substantial expansion, 
and, in many sectors, productive capacity and manpower 
were fully employed. As a result, prices and costs were 
subject to continuous upward pressure, and the Govern- 
ment had to take a number of measures to limit the actual 
rise in prices. The deficit of the Treasury increased 
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substantially, and there was a marked deterioration in the 
balance of payments on goods and services. While this 
deterioration resulted in part from the short wheat crop, 
the crisis in North Africa and the Middle East, and a 
reduction in U.S. aid and in U.S. offshore contracts, it 
was due primarily to the excessive domestic demand. 


The inflationary pressure became even more apparent 
in the first half of 1957. Prospects for the 1957 harvests 
were excellent, and industrial production continued to 
expand; but it became increasingly difficult to finance 
the Treasury’s deficit out of current tax receipts and 
savings. The upward pressure on prices became stronger, 
as wages and costs increased. The trade deficit during 
the half year was nearly double that in the corresponding 
period of 1956, and the balance of payments showed a 
further deterioration. France’s deficit in EPU amounted 
to $546 million, and, despite drawings of $262.5 million 
from the International Monetary Fund, the reserves of 
the Exchange Stabilization Fund were exhausted. 

To cope with this situation, certain measures were 
taken. The liberalization of imports was suspended on 
June 19 (see this News Survey, Vol. IX, p. 399); and on 
June 24, the Parliament authorized the introduction of 
a series of financial measures designed to ensure eco- 
nomic stability and to balance external payments (see 
this News Survey, Vol. X, p. 9). On June 27, it was 
decided to reduce the ceilings on individual banks’ 
rediscounts at the Bank of France by 10 per cent on 
July 10, and by another 10 per cent on August 10. The 
Bank of France’s obligation to rediscount on demand all 
treasury bills with a maturity of less than three months 
was discontinued, and thus the central bank was freer to 
act on the money market. The interest rates of the Bank 
of France, which had been increased on April 11, were 
increased further on August 12 (see this News Survey, 
Vol. X, p. 50). 


The Report states that the policy pursued was designed 
to deal with the external deficit, but more fundamentally 
with the excess in domestic demand. Yet at the end of 
the first half of 1957, it was clear that the measures 
taken were still insufficient. To a certain extent, France 
has for years been living on illusions. Both the state 
and the nation have drawn too heavily on future promised 
wealth. There is no easy solution either to the problem 
of maintaining internal equilibrium between supply and 
demand or to that of balancing foreign exchange earnings 
and expenditure. The inadequacy of national production 
can no longer be offset by an import surplus. The French 
standard of living certainly can and must rise; but 
henceforth it can do so only to the extent to which, day 
after day, the resources derived from French labor and 
savings also increase. 


Sources: Agence Economique et Financiére, August 6, 


1957, and Le Monde, August 11-12, 1957, Paris, 
France. 


Netherlands Monetary and Exchange Measures 


Effective August 16 the Netherlands Bank raised the 
discount rate for eligible treasury and commercial paper 
from 4.25 per cent to 5 per cent per annum; also, the 
rate on promissory notes was increased from 4.75 per 
cent to 5.50 per cent; on overdrafts on current accounts 
and on loans to business and individuals, from 5.75 per 
cent to 6.50 per cent; and on other advances, from 4.75 
per cent to 5.50 per cent. A month earlier, on July 17, 
interest rates had been increased by 0.5 per cent (see this 
News Survey, Vol. X, p. 28). 


The recent measure is designed to combat capital 
flight, which has caused exchange reserves to decline 
considerably. As another direct measure to prevent the 
outflow of capital, the Netherlands Bank canceled the 
general authorization that had permitted residents to 
purchase, sell, or keep EPU currencies at authorized 
banks. Licenses for the conversion of currencies into 
liberalized capital deutsche mark accounts for the pur- 
chase of German securities will not be granted in the 
future. The Netherlands Bank is also reported to have 
undertaken to intervene on the forward exchange market 
in order to support the rate of the guilder. 


Source: Nieuwe Rotterdamse Courant, Rotterdam, Neth- 
erlands, August 16, 1957. 


Increase in Bank Reserve Requirements in West Germany 


In order to discourage a further speculative inflow of 
short-term funds into West Germany, the Central Bank 
Council of the Bundesbank on August 8 raised minimum 
reserve ratios for banks’ liabilities to nonresidents. The 
ratio for sight deposits, which had been increased to 20 
per cent in April 1957 (see this News Survey, Vol. IX, 
p. 322), was raised further, to 30 per cent, and that for 
time and savings deposits was increased from 10 per cent 
to 20 per cent. Minimum reserves which commercial 
banks are required to hold for residents’ accounts remain 
unchanged at 7-13 per cent. The new rates are to become 
effective on September 1. They are the maximum per- 
missible under the law of the Bundesbank. 


The measure assumes considerable importance, especi- 
ally for banks situated in major seaports, such as Bremen 
or Hamburg, whose nonresident DM balances comprise 
up to 50 per cent of total deposits. The commercial banks’ 
total DM liabilities to nonresidents now amount to ap- 
proximately DM 1.8 billion—about DM 500 million on 
liberalized capital accounts, about DM 400 million in 
current liabilities, more than DM 400 million in partly 
convertible DM accounts, and DM 200 million in freely 
convertible DM accounts. DM agreement accounts exceed 
DM 350 million. A preliminary calculation indicates that 
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total minimum reserves held with the central bank would 
increase by DM 165 million. 


Sources: Handelsblatt, Diisseldorf, Germany, August 12, 
1957; The Financial Times; London, England; 
August 12, 1957. 


Far East 


India’s Balance. of Payments in 1956-57 


During the 12 months April 1956-March 1957, India 
had a currentaccbuntedeficif, after allowance for various 
governmental grants, of a little more than Rs 2.90 billion 
(US$609 million), compared with a nominal surplus in 
1955-56. Since exports were practically the same as in 
the previous year, the change from a, surplus to, a deficit 
is aseribable to an increase of about Rs 3.25 billion in 
imports. The increase in imports was, itself, the result 
of the faster pace of economic activity which character- 
ized the. year and which, more generally, can be said 
to characterize the Second Five Year Plan. The rise in 
freight rates resulting from the hostilities in West Asia 
was responsible for only a small part of the increase in 
the value of imports, which are recorded c,i,f.;, at. the 
most, it could have accounted for about Rs 150-200 mil- 
lion. Part of the higher cost of.imports was met from 
foreign aid, but the largest financing element was the 
drawing (approximately Rs.2.20 billion) on official 
foreign exchange reserves. The other important source of 
finance was Rs 610 million worth of foreign exchange 
obtained from the International Monetary. Fund (see this 
News Survey, Vol. 1X, p. 245)., Foreign aid apart, the 
balance of payments deficit resulted in a large reduction 
in the foreign exchange assets and an increase in foreign 
indebtedness. ; 

There were changes of some significance in the regional 
balance of payments pattern, For some years, the balance 
gn current account had tended to show a surplus vis-a-vis 
the sterling and dollar areas; for instance, in 1955-56, 
there was a surplus of Rs 450 million with the sterling 
area and an equally large surplus with the dollar area. In 
1956-57, however, these were replaced by deficits of 
between Rs 300 million and Rs 350 million. The deficit 
with the OEEC countries increased from Rg.840 million 
in 1955-56 to Rs 2.02 billion in 1956-57. The steadily 
increasing deficit with continental Europe reflects largely 
the increased competitiveness of European goods and the 
industrial expansion in that region, particularly in West 
Germany. 

The interdependence of the development program and 
the balance of payments is obvious. At least three features 
of the Second \Five Year Plan are particularly relevant 
from the point of view of the balance of payments, i.¢., the 
accelerated rate of imvestment, the. emphasis, on heavy 
industries, and the role of the public sector. 
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Total imports in 1956-57 amounted to Rs 10,77 billion, 
The expenditure on food was considerably in excess of 
that estimated in the Second Plan; expenditure on im- 
ports of raw materials broadly conformed to the Second 
Plan average; payments for imports of machinery, iron 
and steel, and other metals exceeded the Second Plan 


‘average by less than 3 per cent; and ‘the expenditure 


on a number of manufactured articles that can be used 
for both consumption ard production was substantially 
larger than the ‘allocation made in the Plan estimates. 
The increase of nearly Rs 1.43 billion over the amount 
planned for imports other than food and capital goods, 
metals, and vehicles must be regarded as the primary 
deviation. A part of this increase could properly be 
attributed to an underestimation of the import needs 
of a current nature as distinct from those for investment 
for the rapid expansion of industry; some part can be 
ascribed to inventory build-up, which is likely to occur 
in a period of rapid expansion; and increased defense 
needs were also responsible. However, the commodity 
composition of the imports indicates that a fair share of 
the increase was to satisfy higher consumption demand. 
Whatever the causes responsible for the deviation, the 
effect of the excess over the amount planned (except to 
the extent of stock piling), whether of food or of other 
goods, was to decrease foreign exchange reserves, which 
had already fallen as a result of an underestimation of 
the foreign component in the original calculation, the 
inclusion of additional projects, and the rise in prices. 
Source: Reserve Bank of India, Bulletin, Bombay, India, 
July 1957. 


Development Plans for Ceylon 


The first interim report of the National Planning 
Council of Ceylon lists the following as some of the basic 
objectives of planned development: an expansion of out- 
put, incomes and living standards, a sharp decrease in 
unemployment, and a better distribution of incomes, with 
a reduction where possible of regional inequalities. The 
Council states that the export industries, including tea, 
rubber, and coconut production, have a potential for 
considerable improvement in output, and that every effort 
should be made to exploit this potential. New lands, 
which would provide additional employment, should’ be 
opened up, and a vigorous drive should be undertaken 
to improve the productivity of nonestate agriculture 
through improved practices, better use of the water 
supply, and increased marketing facilities. 

The report observes that important steps in industrisli- 
zation have been taken in recent years, Two. requirements 
which, are essential for development in general and in- 
dustrialization in particular are construction materials 
and a cheap and plentiful supply of power, both of which 
are available to Ceylon. 


Sauvese Geyton Nesp. Lalentho, Gaslenolaiyid lediB% 
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Japanese Payments Deticit 


According to, the Bank of Japan’s exchange statistics, 
the excess of Japan’s exchange payments over receipts 
amounted to the equivalent of US$101 million in July, 
bringing the cumulative excess since the beginning of 
1957;to $500 million. The July. payments deficit is, how- 
ever, $12 million smaller than,the June deficit... Further- 
more, if the exchange payments in July are adjusted for 
the reduction in the amount of outstanding import usance 
bills during the month, the deficit is only $62 million. 
Source: Bank of Tokyo, Weekly Review. of Economic 

Affairs in Japan, Tokyo, Japan, August 10, 1957. 


Indonesian Exchange Reserves and Trade Regulations 


The Indonesian Government does not propose to with- 
draw the trade regulations that were introduced in June 
and which enable an exporter to cash his foreign currency 
earnings for rupiah on a virtually free. market.. When 
the Minister of Information made this announcement, he 
stated that in April, May, and June Indonesia was “facing 
a critical situation” which had “nearly made the State 
bankrupt.” However, following the introduction of the 
new regulations, Indonesia’s foreign exchange reserves 
had risen in one week to Rp 106 million, from the “ulti- 
mate minimum limit” of Rp 45 million; and subsequent 
increases raised reserves to Rp 366 million on July 17, 
Rp 411 million on July 24, and Rp 694 million at the 
end of the month. 

The aim of the Government now is to restrict imports 
and to persuade the community to devote its attention 
to domestic production. The Government also hopes to 
stabilize prices of commodities within six months, 
Source: The Financial Times, London, England, Au- 

gust 9, 1957. 


Release of Blocked Pesos in the Philippines 


The Central Bank of the Philippines has extended the 
scope of application of its policy which permits the re- 
mittance abroad of pesos held in blocked accounts by 
foreign firms and nationals. The policy as originally 
adopted on February 19, 1957 (see this News Survey, 
Vol. TX, p. 288) allowed the use of blocked pesos for 
the purchase of domestically mined gold on the free 
market (the latest free market rate for gold was around 
US$61 per ounce); the dollar proceeds of the sale of 
this gold to the Central Bank at $35 per ounce may be 
remitted. Under the modified policy, all blocked peso 
accounts, as long as they are reported to the ‘Exchange 
Control’ Department, ‘are eligible for transfer abroad 
under the arrangement; previously, only the unremitted 
portions of imvestment returns as reported on Septem- 
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ber '30, 1956 were eligible. A total of P 60 milliom in 

blocked pesos is affected. The modification ‘was adopted 

to ‘improve the local gold market, and thus help to. make 

up for the government gold subsidies which were allowed 

to expire on July 18, 1957. 

Source: Philippine Association, Pidiepine J Newsletter, 
New York, NoYn August 16, 1957. 


United States and Canada 


U.S. Gross National Product and Industrial Output 


The official figures of the Department of Commerce 
for U.S. gross national product (GNP) > in the second 
quarter. are -slightly: above the. .earlier. estimates -of, the 
Council of Economic Advisers. (see this News Survey, 
Vol. X; p. 30). The official estimates indicate a season- 
ally adjusted annual rate of $434.4 billion in the: second 
quarter—$5.2 billion higher than in the first quarter. 

Nearly all the increase from the first to ‘the second 
quarter is attributable to price increases. Moreover, when 
the changes in inventory accumulation are eliminated 
from the total figures, the second quarter rise in dollar 
terms was smaller than the increase in the first quarter of 
the year. This was due to the fact that inventories 
changed from a net liquidation of $800 million in ‘the 
first quarter to a net accumulation of $1.7 billion in the 
second quarter, or a net shift of $2.5 billion. (Preliminary 
estimates had placed ‘the ‘second quarter inventory ac- 
cumulation at $1.5 billion.) 

The Federal Reserve Board’s seasonally adjusted index 
of industrial production was unchanged in July from the 
June figure of 144 (1947-49 = 100). The index for 
July was one point above that for April and May, but 
three points below the peak reached last December. The 
small expansion in June reflected mainly the increases 
in the production of household durable goods and af 
various building materials. 

Sources: The Journal of Commerce and The Wall Street 
Journal, New York, N. Y., August 16, 1957. 


Canada’s Foreign Trade and Exchange Rate 


Canadian exports in the first half of 1957 totaled $2.3 
billion, 1 per cent more than in the first half of 1956, 
Exports of agricultural and animal products and of wood 
products declined, while exports of some primary metallic 
and nonmetallic products were greater than in the earlier 
period. Imports, however, expanded by 2 per cent, to 
$2.9 billion, and the trade deficit was $0.6 billion, 6 per 
cent higher than last year. 

The value of the Canadian dollar has increased sharply. 
From a premium of about 4.10 per  cetit above the U.S. 
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dollar at the end of 1956, there was a rise to 4.57 per cent 
by the end of March 1957. After a downward movement 
in April, the value has subsequently risen almost con- 
tinuously, and on August 20 the premium exceeded 6 per 
cent, a record figure. The increase is due to heavy capital 
inflows from abroad, especially from the United States. 
The sharp advance in mid-August seems to be partly the 
result of additional heavy capital transfers from some 


European countries owing to rumors of currency revalua- 
tions in Europe. 


Sources: The Journal of Commerce, New York, N. Y., 
August 16 and 21, 1957. 


Latin America 


Economic Developments in Honduras 


Uncertain domestic and international political condi- 
tions and heavy damage to the banana plantations 
dampened the immediate economic outlook for Honduras 
in the second quarter of 1957. Retail and wholesale sales, 
which normally rise with the harvesting of crops, were 
less than in the first quarter. A sharp rise occurred in 
construction permits, in spite of efforts of the Central 
Bank to channel credit into productive enterprise. Gov- 
ernment expenditure increased, and a net deficit of some 
$8 million is expected by the end of the year. During 
the first five months of the year, the internal public debt 
increased by 11 per cent; outstanding advances and 
rediscounts of the Central Bank were 40 per cent higher 
than a year earlier; and the money supply rose by 5 per 
cent. Commercial bank reserves declined, and the velocity 
of circulation of check deposits appears to have risen. 
On the other hand, new bank loans and investments 
declined by 5 per cent. The retail price indices for 
Tegucigalpa and San Pedro Sula showed practically no 
change. 

The effects of the heavy storm which destroyed about 
3.5 million stems of bananas may not be as serious as 
originally reported, since an expanded production is 
expected to offset much of the loss. Total banana exports 
this year may reach 11-12 million stems, compared with 
12.7 million stems in 1956. 

Central Bank reserves on May 31 totaled $21.8 million. 
The net gain from the end of 1956 was only $1.3 million, 
compared with two or three times that amount in the 
same period in preceding years. 


Source: Department of Commerce, Foreign Commerce 


Weekly, Washington, D. C., August 5, 1957. 


Export-Import Bank Loan to Chile 


The Export-Import Bank of Washington announced on 
August 10 that it had agreed to extend a $12.5 million 
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line of credit to the Central Bank of Chile, in support of 
Chile’s stabilization program. In connection with this 
program, Chile has also obtained support from the Inter- 
national Monetary Fund (see this News Survey, Vol. IX, 
p. 309) and the U.S. Federal Reserve System. The Chilean 
Government has stated to the Export-Import Bank that 
it would take the additional steps essential to the success 
of its anti-inflationary program. 

The credit from the Export-Import Bank will be repaid 
in 12 quarterly installments commencing on January 1, 
1959. It will bear interest at the rate of 542 per cent per 
annum. This credit brings to approximately $60 million 
the total of loans made available in Chile by the Export- 
Import Bank. Credits totaling $47.5 million were pre- 
viously granted to the steel and nitrate industries for the 


purchase of machinery and equipment in the United 
States. 


Source: The Export-Import Bank of Washington, Press 
Release, Washington, D. C., August 10, 1957. 


Exchange and Trade Control Measures in Uruguay 


In an attempt to decrease unnecessary imports, the 
Export and Import Control Board of Uruguay has issued 
an order, dated June 18, modifying the system intro- 
duced in August 1956 relating to the granting of import 
permits under the sworn declaration system for Cate- 
gory I goods paid for at the rate of Ur$2.10 per US. 
dollar (see this News Survey, Vol. IX, p. 55). In the 
future, importers of such goods, which include raw 
materials, building materials, and fuels, will be given an 
annual global allocation, based on their imports during 
the past three years, of which they may import half every 
six months. Within these global quotas, traders will not 
normally be permitted to import specific items with a total 
value in excess of US$12,000 per annum which they have 
not habitually imported in the past. 


Source: Bank of London & South America, Fortnightly 
Review, London, England, July 20, 1957. 


International Financial News Survey, written by 
members of the staff of the Fund, is based on mate- 
rial published in newspapers, periodicals, official 
documents, and other publications as cited at the end 
of each note. Explanatory material may be added, 
but no Fund editorial comment or opinion. Therefore 
any views expressed are taken from the sources 
quoted and are not necessarily those of the Fund. 

The News Survey is published weekly, except in 
the Christmas and New Year weeks. It may be ob- 
tained free of charge by applying to 
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